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The Unlike and the Like

A T U R E cast all men in the same
general mould. To some she gave
black hair and olive skin; to others, red
hair and freckles. But irrespective of personal peculiarities they must all breathe,
eat, and sleep.
Man's needs of food, shelter, and recreation are fundamental to individuals as a
class. These needs are not concerned with
the color of his hair or the appearance of his
skin. Regardless of his personal characteristics, considerations of food and shelter are
matters of common interest and necessity.

Society today is a complex organism.
The requirements of primitive man have
been supplemented in modern times many
fold. There is today a wide range and complexity of human wants, but these wants'
are no less common to individuals and
classes.
Modern civilization has developed complex means of, and organizations for,
supplying human wants. The organizations vary in type. They have problems
peculiar to the means which they employ. The end is invariably the same.
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Economics, sometimes briefly defined as
the science of business, recognizes four
factors in the production of income: land,
labor, capital, and enterprise, or as the last
is more commonly known, business organization. The income produced is classified
as rent, wages, interest, and profits. Again
both as to production factors and income
there is the connotation of likeness.
Present-day demands for large-scale production and widespread service have given
rise to a flexible type of business organization known as the corporation. The corporate form has become popular because it
facilitates aggregation of huge capital sums
out of small units. It has other advantages
which the small-scale producer has not been
slow to recognize. In certain fundamental
aspects it is no different from the copartnership form which developed so extensively in the sixteenth century.
All forms of business organization have
certain characteristics in common. A l l
seek the same end—profits. A l l employ
the same economic material—capital in the
form of assets. A l l have common relationships—liability to those who lend capital;
accountability to those who risk their
capital in the venture. Each organization
must share its proceeds of sales with those
who render service to the organization
through land made available, or labor
contributed, or capital loaned. The remainder is the reward of those who venture
their capital in the enterprise.
Profit is the measure of management. Obviously fifty thousand shareholders, if each
had a hand in the management, would seriously interfere with the conduct of any business. The management must be entrusted
to paid representatives. But fifty thousand parties at interest may be presumed to
have fifty thousand pairs of eyes trained on
the management and looking for results.
Then there are also those who lend capital to the enterprise—bondholders, bankers,
trade creditors; prospective investors, the
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government, and statisticians who keep
track of everybody and everything. So we
have published reports: balance sheets, income statements, etc.
But all the parties at interest have a
common wail. The language and form of
expression of published statements are so
varied that no one but public accountants
understands them. And the accountants
are often hard-pressed to explain some published statements, for the preparation of
which they were not responsible, or of which
they have no knowledge further than what
appears on the face of the statements.
The question is, "Why is this necessary?"
It isn't. Correction might be effected in
the main with comparative ease were some
leadership to be found which would clarify
the confusion, enunciate a few simple truths
and point the common way. With the
present tendency to organize leagues of all
kinds, perhaps a League for the Standardization of Financial Statements might appear to offer a solution. Doubtless some
professional organizer might find in the suggestion a job for himself, his relatives and
friends. But such an organization would
be far too pretentious for so simple a job.
With a clear understanding of a few elementary principles on the part of those who
are responsible for the preparation of financial statements, a will on the part of responsible policy-making business officials
to co-operate in following a general outline
of published statements, much might be
accomplished with little or no machinery
of organization.
Definitions of such terms as need to be
employed are scarcely necessary. Almost
everyone who sees financial statements
understands sufficiently well for average
purposes the general meaning of such terms
as assets, liabilities, and capital. Some enlightenment may be necessary as to reserves. The significance of the groupings
on the income statement may need elucidation. Much progress, however, has been
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made in the past five years in the general
understanding of accounting nomenclature.
Many terms have reached a stage of common acceptance.
Assets classify roughly, but with sufficient sharpness for statement purposes, into
five groups: current, fixed, intangibles,
special funds, and deferred charges. The
last named, although strictly speaking not
an asset, may, for the purpose of this classification, be so regarded. Liabilities divide
generally into two classes: current and
fixed; deferred credits, if any, to follow.
Shareholders' capital is made up of that
which has been contributed or invested,
reserves, and surplus. But no reserves
may be included in shareholders' capital
that are not true reserves, meaning thereby a part of the shareholders' capital restricted as to use and not bookkeeping
accounts which are used for valuation or
offset purposes.
Income divides into cost and profit. In
other words, income distributes in accordance with the factors which contribute to
its production. For every dollar of income
from sales, so many cents go to the material
supply men, so many to the laborers who
fashion the goods, and so on—to company
employes who sell the goods or render other
services, and to those who lend capital to
the enterprise. The remainder is profit.
So we have cost of goods sold, selling expense, administrative and general expense,
and financial expense. Setting off the
profit at various stages along the line of
distribution shows the efficiency of management in greater detail than the mere comparison of total cost with total income.
The general outlines of statements which
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might be followed, apparently, by one and
all with much advantage resulting are as
follows:
Balance Sheet
Assets
Current
Fixed
Intangible
Special funds
Deferred charges
Total
Liabilities
Current
Fixed
Deferred credits
Capital
Invested
Reserves
Surplus
Total

Income Statement
Net Sales
Cost of sales
Gross profit
Selling expense
Selling profit
Administrative and general
expense
Operating profit
Financial expense and income charges
Net profit
Dividends
Remainder to surplus

It is not intended in the foregoing to provide for the refinements of classification
but rather to indicate broad, general lines
and general groupings. If everyone would
follow these general lines a common basis
of consideration would be afforded. There
would be far less wailing and gnashing of
teeth. With such information the shareholder would be enabled to see the book
value of his holdings; the bondholder, the
strength of his position; the merchandise
creditor, his probability of payment; bank
credit men and commercial credit men, the
status and tendencies; statisticians, the
relationships, all on the same basis. Of
course, the administration would need more
information for intensive management, and
the directors more detail for policy-making.
But this discussion has to do with published
statements. Much general data, now impossible of determination because of the
diversity of form and content in statements,
might be compiled if all were to follow the
same lines.

